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ABSTRACT 
Real Estate Investment Trust (REIT) is a popular investment vehicle in the 
United States which enjoys tax benefits under the rules ofReal Estate Investment Trust 
Act. In short, it allows investors to invest in a portfolio of properties with diversified 
risks. Hong Kong property market plays a significant role in the economy. For 
( 
instance, one third of the 33 Hang Seng Index constituent stocks are property 
companies which represents 30% of total market capitalization. 
In United States, REITs generally provide higher returns than the security 
market. On this ground, we would like to evaluate the possibility of setting up REITs in 
Hong Kong concerning both risks and returns. After comparing the performance of a 
hypothesised REIT in Hong Kong with other common investment vehicles like Hang 
Seng Index constituent stocks, property stocks, and REIT like companies, it is not 
justified to set up REITs in Hong Kong. It is mainly due to high correlation among 
different types of premises in a small city like Hong Kong. 
Though the concept of REIT is not application to Hong Kong. Seeing the 
economic boom in the Asia Pacific region, we recommend further studies on setting up 
REIT portfolios in Asian countries like Taiwan, Singapore, Korea, and Hong Kong. 
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CHAPTER 1 
• R O D U C T I O N 
A real estate investment trust (REIT) is a corporate form of organization 
structured under the rules of the Real Estate Investment Trust Act of 1960 (USA) and 
designed as an investment vehicle in real estate properties. Prior to 1960 some real 
estates were held in trust form to avoid the double taxation associated with the 
corporate structure. Beneficial interests in the trust were then sold in the capital 
markets. In 1960, US Congress passed the Real Estate Investment Trust Act. The 
act authorizes the corporate form of real estate ownership, but with no double taxation 
as long as certain restrictive conditions are met. The restrictions related primarily to 
the form of assets that an REIT can invest in and the type of income it can generate. 
There are also restrictive conditions relating to the distribution of income to 
shareholders.^ 
1 Real Estate Finance, Theory and Practice, 2^^ edition, Terrence M. Clauretie, G. Stacy Sirmans, 
Prentice Hall. 
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Now, virtually all REITs have a corporate form of ownership. Their limited 
liability，favorable tax status, and access to capital markets make them a favored 
vehicle for ownership of large portfolios of properties? REITs are fast becoming the 
most popular way to invest in real estate. It pays out at least 95% of its taxable 
income as dividends. Virtually all REITs specialize in a specific sector of the real-
estate market. For example, some invest only in apartment buildings or office space. 
Indeed, real estate could provide long-term hedge against losses in other investments if 
stock or bond prices begin to tumble.� 
Unlike mutual funds which are not limited to a particular type of investment, for 
tax reasons a REIT can only invest in real estate and mortgages, or certain mortgage-
backed securities.^ There are two main varieties of real estate investment trusts: 
equity REITs, which own property directly, and mortgage REITs, which are bundles of 
securitized mortgages. Equity rights have soared in the US in 1992. Equity REITs 
have gained mainly because their high and relatively stable dividends have become 
increasingly attractive to investors as interest rates and bond yields have fallen. Since 
their creation in the 1960s, REITs have been exempted from all taxes, provided they 
pay at least 95% of net income each year to investors.^ 
Generally, REITs are established by banks, insurance companies, or mortgage 
companies, which then serve as investment managers to earn a fee. Such kind of 
investment vehicle is well accepted in the United States. However, REIT can hardly 
2 ftid. 
3 The Easy Was to Play the Real-estate Market, Randy Myers, Nation's Business, Vol. 94, Iss. 9, Sept 
96, pp. 65. 
4 REITs Remain Viable Sources of Equity, Daniel W. Dowe, Hotel & Motel Management, Vol. 210, 
Iss. 1 2 , M 5 , 1995,pp. 14. 
5 The REIT Stuff, Anonymous, Economist, Vol. 325, Iss. 7287, 28 Nov. 92, pp. 89. 
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be found in Hong Kong. On this ground, a feasibility study on the implementation of 




Real estate investment trust is a common investment vehicle in the United States. 
The US REIT market expands rapidly, and is controlled by strict regulations. Indeed, 
Hong Kong is an international financial center where large amount of money influx 
from Mainland China, Asian countries as well as western countries. Needless to say, 
the property market in Hong Kong is very active and prosperous. REIT would be a 
new investment vehicle to guide the money inflow to the property market. 
The feasibility study will be carried out in accordance with the following 
objectives. 
i. To study the background and history of REIT in USA. 
ii. To study the US regulations imposed on REIT. 
iii. To analyze the key success factors and marketability of REIT; 
iv. To study the financial and economic environment in Hong Kong; 
V. To study the feasibility on the implementation of Equity REIT in Hong Kong. 
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In order to achieve the above mentioned objectives, the research will be conducted 
according the following procedures. 
i. To conduct a literature review on topics related to REIT. 
ii. To search the Internet on issues related to REIT as to collect up-to-date 
information. 
iii. To collect statistics about the economic environment, real estate market, and 
existing investment vehicles in Hong Kong. 




Since its establishment in the US, a number of literature concerning REIT were 
published in the past decades. This section gives a brief summary on certain 
literature and articles related to our study. 
Overview of REITs 
As capital investment in the ownership or financing of real estate projects is high, 
relatively few investors could have financial resources to participate in this market. 
To gain the economic and other advantages of real estate investments, resources have 
to be grouped together, and professional investment counselors have to be hired to 
manage a portfolio of investment properties. As such, REITs provide the benefit to 
do just that, in effect serving as a mutual fund for real estate. REITs have existed in 
the United States since the 19^ ^ century. The main concept was to create a new 
investment vehicle that would acquire and manage investment properties on behalf of 
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shareholders with the equity interests tradable in a secondary market. After the Real 
Estate Investment Trust Act was passed by the US Congress in 1960, REITs were 
exempted from corporate income taxes provided they complied with certain 
requirements. The first trusts formed following the REIT Act were equity trusts. 
There were still some changes on the legislative provisions governing the 
qualification for REIT eligibility. Before 1976，REITs were not permitted to 
organize in the corporate form. Besides, there have been no need to use independent 
contractors to manage their assets since the passage of 1986 Tax Reform Act. In 
1993, federal law required that pension fund investment in REITs be treated as 
investment by the pension fund beneficiaries. Therefore, the potential problems with 
the 5 and 50 rule, any five or fewer individuals may not own more than 50 percent of 
the shares, have been eliminated. Pension funds can own more shares of REIT 
without being concerned about affecting the REIT tax status. 
After the amendments and changes of the legislative provisions, REITs operate 
essentially as corporations subject to special tax laws and have the following 
characteristics: 
• invest substantial capital in real estate assets; 
• distribution of virtually all income as dividends to shareholders free of any tax at 
the corporate level; 
• centralized management by the professionals operating under the direction of board 
of directors or trustees; 
• ownership through transferable shares that often traded on major stock exchanges; 
_ limited liability for the investors; 
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• the means for portfolio diversification to minimize risk. 
The Current Market ofREIT 
Nowadays, there are more than 200 publicly traded REITs operating in the United 
States with a total market capitalization of $112 billion and book assets more than 
$123 billion. Because of high liquidity of REITs, different kinds of investors invest 
in REITs, namely pension funds, endowment funds, insurance companies, bank trust 
departments and mutual funds. As a matter of fact, the average daily dollar volume 
of publicly traded REIT shares is around $130 million. In 1995，there were 93 
secondary equity offerings raising more than $7.3 billion, and the industry analysts 
saw that there would be more in 1996. 
There are three major classes ofREITs: 
• Equity REITs - which own real estate and whose revenue comes principally from 
rent; 
_ Mortgage REITs - which loan money to real estate owners and whose revenue 
comes principally from interest earned on their mortgage loans; 
• Hybrid REITs - which combine the investment strategies of both Equity and 
Mortgage REITs. 
The vast majority ofREITs are Equity REITs, about 72.4 percent are classified by 
NAREIT as Equity REITs. For instance, about 22.4 percent are classified as 
Mortgage REITs, and 5.2 percent are classified as Hybrid REITs. The profile mix is 
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shown in the following diagram: 
The Profile Mix of REITs Industry 
Mortgage (22.4%) Hybrid (5.2%) 
^<<^<<!g^i^^^^^^^^^^^^^^I^r=rss!^i^iJfc^K 
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Equity (72.4%) 
Source: 1995 NAREIT Industry Statistics, The National Association ofReal Estate 
Investment Trust 
REITs tend to specialize by geographical regions or property types such as 
residential, retail, office, industrial, hotel and health care facilities. This allows 
management to bring specific property management skills or market experience to bear 
when operating the REIT. Besides, the size of REITs is smaller than US company in 
general. The size of REITs can be described by the following table and diagram: 
Table 3.1. Industry Profile - Assets by Size 
Numbers in Group Assets ($million) % of total assets 
Over $1 Billion 20 40,413.0 41.5% 
$500-$l,000 Million 40 26,483.9 27.2% 
$200-$500 Million 72 22,581.4 23.2% 
$100-$200 Million 32 4,757.8 4.9% 
$50-100 Million 25 1,706.9 1.8% 
Under $50 Million ^ 1481.3 1.5% 
Total 251 97,424.3 100% — 
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REIT Industry Profile - Assets by Size 
$100-$200 Million 
$200-$600 MIMwn $50-100 Million 
^^__^_,^ y.-.v…“„~^^^^^ Under $50 Million 
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Source: 1995 NAREIT Industry Statistics, The National Association ofReal Estate 
Investment Trust 
Regulations Imposed on REITs 
REITs are exempted federal tax on distributed income or gains if they fully 
complied with certain provisions within the Internal Revenue Code. The principal 
Internal Revenue Code provisions require REIT must: 
• be a corporation, business tmst or similar association; 
• be managed by a board of directors or trustees; 
• have shares that are fully transferable; 
• have a minimum of 100 shareholders; 
• have no more than 50 percent of the shares held by five or fewer individuals 
during the last half of each taxable year; 
• invest at least 75 percent of the total assets in real estate assets; 
• derive at least 75 percent gross income from rents from real property, or interest 
on mortgages on real property; 
• derive no more than 30 percent of gross income from the sale of real property held 
-Page 10 -
for less than four years, securities held for less than one year or certain prohibited 
transactions; 
• pay dividends of at least 95 percent of REIT taxable income. 
If a REIT meets all of the above requirements, it will be subject to corporate tax 
only on undistributed taxable income. Moreover, if the REIT distributes the dividend 
which is more than its earning and profits, the dividend will be treated as return of 
capital to shareholder, which is untaxed at the time of distribution. However, when 
the shares are sold, it will be added to the tax as capital gain. 
Besides, there are also some incorporate guidelines which are set by the North 
American Securities Administrators Association as follows: 
• the company should have a board of at least three directors or trustees, a majority 
of which must be unaffiliated with the company's management; 
• the directors are subject to various conflict of interest rules that limit self-dealing 
and other activities that may be contrary to the interests of the shareholders; 
• various shareholders rights are provided, including the power to elect and remove 
directors, the power to call shareholder meetings and the right of access to 
company books and records; 
• if the REIT is to contract with an investment advisor to manage the REIT's 
portfolio of real estate assets, the directors are specifically charged with the 
responsibility of supervising the advisor; 
• various rules govern the advisory relationship, including the requirement for 
annual review and renewal of the contract and standards for determining 
compensation to the advisor for its activities; 
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• limitations are placed on the administrative expenses of the REIT; 
• limitations and guidelines are imposed regarding the investments and financing of 
the REIT; 
Performance of the REITs 
As a pass through vehicle, REITs should be expected to trade on the yield of 
underlying real estate assets, less a liquidity discount. Today, however, successful 
REIT operating companies often sell at premiums over the underlying yield, largely in 
anticipation of growth in earnings through development, refinancing or restructuring 
investments, and a shift in the yield expectations of real estate investors. The demand 
for REIT shares also is influenced significantly by dividend spreads over treasuries 
(institutional investors) and money market funds (retail investors). 
The total return of the REITs is mainly from cash dividends and share price 
appreciation. Over the last five years, REITs have produced a higher total return, 
13.83%，than the Standard & Poor，s 500, 13.61%. Focusing on the long-term return 
of REITs, from 1972 to 1995, the average annual total return was 11.5% and illustrated 
in the following graph: 
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Investment Trust 
While equity REIT accounts for the major part of all REITs, the return of equity 
REITs could be used for the comparison of the performance among stocks and bonds. 
From 1975 to 1993, the average annual total return of equity REITs was 17.8% which 
was higher than that of S&P 500, 15.4%, and long-term bonds, 10.7%, but lower than 
that of small stocks, 21.3%. Yet, higher return inevitably accompanies with higher 
risk, i.e. higher standard deviation. Some argued that the dominance of current 
dividends in the return made REIT shares more closely related to bond than to 
common stocks. However, from the overall return and standard deviation among 
equity REITs, stocks and long-term bonds (refer to the following table), the correlation 
between that of equity REITs and stocks was higher that ofbetween equity REITs and 
long-term bonds. 
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Table 3.2. Comparison ofEquity REITs, Stocks and Bonds, 1975 - 1993 
Average Annual Total Standard Deviation of 
Type ofAsset Return (Percentage) Returns (Percentage) 
Equity REITs vTs B 1 
S&P 500 15.4 13.9 
Small Stock 21.3 21.7 
Long-term Bonds 10.7 12.6 
Source: Joseph Gyourko and Jeremy Siegel, Long-term Return Characteristics of 
Income Producing Real Estate," Real Estate Finance 11, no. 1 (S. 1994). 
Key Success Factors and Marketability of REITs 
Avoid Double Taxation 
This is a major key success factor of REITs, especially under the taxation system 
in U.S.. It is because if one buys the shares of an ordinary company, the income of 
the company should be deducted by the corporate tax. Then the deductible tax 
income can be distributed to the shareholders in the form of dividends which would be 
deducted once again by the income tax. Since the corporate tax rate in U.S. is quite 
high, e.g. maximum of 40% in California, the net income received by the investor is 
only 60% of the original income. 
On the contrary, there is no need to pay corporate tax for the income gained by 
REITs. It is very obvious that the investor can avoid double taxation for their 
investment in REITs. Therefore, investors generally prefer to buy the shares of 
REITs, given similar risk and return consideration. 
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Current Income 
Earnings usually are measured in terms of funds from operations (FOF) which is 
net income (GAAP), excluding capital costs, plus depreciation and amortization. 
Stock prices are increasingly compared to FOF flows, much the same as price/earnings 
(Pm) ratios for non-real estate stocks.^ Since 95% of the income from REITs should 
be distributed to the shareholders under the regulations, REITs always provide more 
current income than other stocks do. Over the last five years, the current income of 
Equity REITs produced 7.64% annually on average, compared to 1.04% from S&P 
500 stocks. Indeed, the current income of REITs accounts a major part of the total 
return, the return of REITs is usually stable. 
High Liquidity 
While most of the REITs are traded on the major stock exchanges, the investors 
can easily convert the shared equities to cash. This enhanced liquidity is more 
appealing to institutional investors. Pension funds, in particular, are being drawn to 
larger REITs because of the removal ofbarrier of 5 and 50 rules in 1993. In the past, 
mutual funds had difficulty both managing and selling their directly owned real estate 
assets. The liquidity of real estate assets is quite low and it may take long time to 
convert them to cash. Moreover, these funds should employ some property 
management professionals to manage the assets. Fortunately, REITs provide similar 
benefits as direct investment in real estate but have higher liquidity and minimal 
6 The Long View - Perspective on the REITMarket, John McMahan, CRE. 
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management problems. Thus, REITs draw a large amount of money from the funds 
and have expanded rapidly since 1993. 
Professional Management 
REIT managers are skilled and experienced real estate professionals. This 
increases the chance of success of REITs. On the other hand, the pooling of 
ownership and management of properties made possible by public financing provides 
more flexibility in the implementation of general real estate investment strategies as 
well as in managing individual properties. Moreover, it also allows for quicker 
decisions without any conflicts of the partners' interest. Furthermore, the increased 
flexibility of financing means that a REIT can operate much more opportunistically 
than a private company. 
Portfolio Diversification 
Since REITs are managed by experienced real estate professionals who give 
increasing attention to diversification as a means of optimizing returns at various risk 
levels. They should seek diversification within asset classes as well as among asset 
classes. It is not uncommon a private company has not enough money to achieve its 
diversification but REITs can do this to minimize the risk. 
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Performance Monitoring^ 
A REIT's performance is monitored by independent directors of the REIT, 
independent analysts, independent auditors, and the business and financial media on a 
regular basis. This can provide measures to the investors by more than one barometer 
of the REIT's financial condition. 
An easy, but potentially dangerous, assumption is that REIT private placements, 
being securities, can be put on the shelf and reviewed only when its time to sell. 
More realistically, these investments should be treated like venture capital investments 
and carefully mentioned over the holding period. 
Since pension investors may be one of the largest shareholders, continuous contact 
with REIT management is essential. Strategic management initiatives should be 
reviewed and considered in terms of their impact on long term value. Procedures 
should be established to independently verify the quality and value of the underlying 
assets. New financing and restructuring should be analyzed in terms of their impact 
on the investor's position. Obviously, mergers and acquisitions must be evaluated on 
similar terms. 
One of the most important aspects of monitoring will be the decision to liquidate 
the position. This decision may be limited by security restrictions in the early years, 
but ultimately a wide variety of alternatives could emerge. Investors may choose to 
sell all or part of their position, wither at a single point or staggered over a period of 
^ REITPrivate Placement: Investment Opportunity for Pension Funds?, John McMahan, CRE. 
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time. Stock trades may be possible as well as asset trades for those plans with direct 
investment portfolios. Investors in pools may choose to take direct possession of 
their stocks rather than cash distributions. 
Each of these monitoring activities will require a continuing capability in each of 
three essential underwriting areas - real estate, securities and REIT management. 
How pension plans insure that these capabilities are present will differ, but if they are 
not present, investors risk losing much of the advantage bargained for at the time of 
underwriting. 
Inflationary Hedge^ 
Real estate is a traditional inflation hedge. As inflation increases so does land 
price. The basic laws of economics and supply and demand apply - at least we think 
they do. There have been occasions when rapid growth in strong markets causes 
inflation. When markets are in balance, the basic clearing process, rapid growth 
causes rapid appreciation in land values. In weak markets, land devalues but also as 
quickly nor in absolute amount as other investments. 
A well-balanced REITs' portfolio will have properties in many market segments 
which will allow the market results to be in balance. The weak markets will be offset 
by the strong markets and therefore the various market cycles will counterbalance one 
another. Traditionally the rate of growth for a market in growth exceeds the rate 
8 R)id. 
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decline for a market in decline and the results is that the REIT's portfolio will exceed 
the inflation rate. 
The property in a REITs' portfolio always keeps its underlying value, even during 
a recession. Rents may decrease, occupying may decrease, tenant turnover may 
increase, but the underlying property remains in place and when the recession ends and 
the economy improves, the value of the property and its cash flow increases. 
Inflation and economic changes are not the greatest threats to property, rather changing 
demographics present the most challenge. Migratory trends can drastically alter 
space markets and change rents and property values. 
Attraction of REITs to Pension Investors^ 
Pension funds are increasingly attracted to REITs as an investment vehicle. 
Much of this interest is no doubt related to continuing frustration with the lack of 
control and exit options associated with the illiquid private real estate market. For 
smaller plans, REITs unquestionably provide an opportunity, not otherwise available, 
to invest in real estate on a diversified basis with reasonable levels of liquidity. 
There is also a certain attraction to the greater level of governance provided by the 
scrutiny of the public marketplace and the role played by outside directors. Side-by-
side investment by management establishes a level of goal congruency not found in the 
typical investor-manager relationship utilized in the private marketplace. Some 
observers maintain that REITs provide more information to shareholders. While this 
9 The Long View - Perspective on the REITMarket, John McMahan, CRE. 
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may be true in the case of commingled funds, it is generally not tme with separate 
accounts where the level of information is not only greater but customized to investor 
needs as well. 
In allocating assets to a portfolio, a crucial question is whether REITs behave like 
real estate or securities. Most academic studies, to date，conclude that REIT returns 
correlate better with securities, specifically small cap stocks.^° Since most of the 
REITs in these studies were small cap stocks, these conclusion are not surprising. If 
REITs behave more like stocks than real estate, then the diversification advantage of 
having real estate in a multi-asset portfolio is lost or seriously diluted. 
REIT Dependence on Capital Markets" 
With modern REITs, the good news and the bad news are the same - REITs are 
largely dependent upon capital markets for investor-anticipated growth. This is good 
news in that REITs have a great deal of market flexibility in terms of how they access 
the capital markets, e.g. corporate and property debt/equity, certainly more than other 
types of real estate companies. It is bad news, however, in the sense that if they are 
going to grow in an environment of high annual earnings payout ratios, REITs are 
forced to go to the capital markets. 
In years such as 1993 and the first half of 1994 when the REIT initial public 
offering (ffO) markets were hot, securing secondary financing on reasonably 
1° Equity Real Estate Investment and Real Estate Returns,' Giliberto, S. Michael, the Journal of 
Real Estate Research, 5, 1990. 
11 REITPrivate Placement: Investment Opportunity for Pension Funds?, John McMahan, CRE. 
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favorable terms was not difficult. Almost $5.0 billion in secondary equity offerings 
were placed during this period. This situation was enhanced, of course, by the 
presence of historically low interest rates. As 1994 unfolded and interest rates 
continued to rise, the REIT 正0 market dried up and with it, the secondary market. 
Secondary issues during the last decade of 1994 fell to $201.6 million, off substantially 
from the $1,051 million average for the first three quarters. 
The near term future appears to be more of the same. A considerable amount of 
floating debt taken on by the REITs will need to be refinanced over the next few years. 
Some REITs, particularly those founded by developers, may need to liquefy the 
positions of large single investor ownership. Smaller REITs may need to bulk up in 
order to avoid being taken over by larger REITs. For those that consolidated，capital 
may be required to extinguish or restructure old debt in order to complete the 
transaction. 
Who Will Supply the Capital?^' 
Traditional suppliers of private placement capital include banks, insurance 
companies and private investors. Commercial banks are primarily oriented toward 
debt financing, generally on the corporate level, to avoid adverse mortgage-related risk 
capital requirements. The balance sheets for a large number of REITs will make it 




Insurance companies undertake both debt and equity placements. As noted 
above, debt financing opportunities will be limited. With much tougher rating 
requirements, most insurance companies also must be careful when adding real estate 
equity investments to their balance sheets, even though the security status of REIT 
shares makes this cosmetically plausible. On balance, the outlook is for a limited 
number of conservatively financed insurance companies to be active in the equity 
private placement market. 
Private investors will no doubt be active in the REIT private placement market, 
mostly through large venture pools originally organized to take advantage of pricing 
opportunities in the securitized debt market. With fewer of these opportunities 
available, these pools are logically positioned to move into the equity financing area. 
A big question, however, is the extent to which their investors, who are used to 
phenomenal returns and short turnarounds, will adjust to longer holding periods and 
somewhat lower levels of return. 
With limitations on the level of activity from traditional private placement players, 
pension funds emerge as a logical provider of badly needed REIT private placement 
capital. Real estate property markets have bounced-back from the severe depression 
of the last few years, at a time when investment opportunities in the stock and bond 
market are limited. Purchasing a position in a REIT, possibly at a discount to 
underlying real estate values, is a relatively efficient way to participate in the future of 
real estate. 
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Large pension funds, the most likely private placement players, often are 
interested in obtaining unique investment positions in order to use their sizable capital 
base and longer term investment horizon to achieve higher investment returns. As 
public vehicles, REITs also offer pension funds the corporate guidance, 
investor/manager goal congruence and ultimate liquidity that is lacking in private real 
estate markets. 
Four Basic Investment Methods^^ 
The investor should understand the four basic investment methodologies for 
investing in REITs. There are numerous variations derived from the four basic 
methodologies but they are all based on the underlying constructs of the four basic 
methodologies for investing in REITs are: 
i. Investing for income. 
ii. Investing for appreciation. 
iii. Speculation, value and mis-pricing investing. 
iv. Hybrid investing. 
Each of these strategies assumes that the investor is aware of the fundamental 
economic base of the REIT, its management, management's strategies, cap rate, 
current space market, space market prognosis, and the value of the real estate owned 
by the REIT. It is essential to understand that REITs are valued as ‘on going’ 
business concerns which includes value added for management. The value of 
13 Strategies For Investing in Real Estate Investment Trusts, Philip S. Scherrer and Timothy J. 
Mathison, Business Credit, November/December 1995. 
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management is intangible and as a REIT grows the value of management increases. 
However, when a REIT does not perform to projections its stock is devalued and the 
value of management decreased. This deflation in value effects the leverage ratio of 
the REIT in question and as the leverage ratio increase the cost of capital increases and 
the cap rate arbitrage decreases, resulting in a decreased yield and loss of equity. 
Real Estate Analysis^^ 
Understanding fundamental real estate analysis is essential for successful REITs' 
investing. The investor must consider the underlying real estate owned by a REIT in 
order to create a REIT's investment portfolio. While there are several types of 
REIT's properties, there are some general real estate analysis which are common to all 
types. When analyzing REITs, the investor needs to consider the following factors 
which are related to the property owned by REITs: 
i. The national, regional, and local economies. Economic conditions influence 
space markets, rental rates, occupancy, cost of funds, migration trends, 
construction and cap rates. 
ii. The supply of properties. The supply of property includes the stock (amount) 
and structure (type) which influence the availability of properties. Location of 
the properties affects demand and pricing. The volume of construction 
influences the stock and structure which effects rental rates and occupancy. The 




HONG KONG ECONOMIC AND FES[ANCIAL ENVHlONMENT 
General Economy 
Over the decades, Hong Kong maintains its success by continuously adapting to 
its ever-changing environment. The first 50 years of Hong Kong's British rule saw 
the ‘barren rock’ evolving into a center for trade and commerce with China and the rest 
of the Asia Pacific region. After the World War 11, a sudden influx of emigrants 
particularly from China transformed the Hong Kong economy to a manufacturing 
center of low cost products such as wigs and plastic flowers. In the 1960s and 1970s, 
the manufacturing sector shifted its focus to more sophisticated products, particularly 
garments, textiles, clocks, watches and toys. These industries formed a solid base for 
the Hong Kong economy despite the many uncertainties in its macro-environment such 
as the Cultural Revolution in neighboring China, the communist victory in Indo-China 
and the world-wide oil crisis. 
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The economic reforms in China in the early 1980s offered new opportunities to 
Hong Kong entrepreneurs who become pioneers to invest in China. They relocated 
their labor-intensive operations over the border, transforming the neighboring 
Guangdong and other provinces of China into export powerhouses. As a result, Hong 
Kong transformed itself into a high value-added service economy in the 1980s. 
Endowed with a rule of law, a well established telecommunication network, 
widespread usage of English and Chinese as business languages, a transparent 
regulatory regime, a pool of educated human resources and a low tax base; Hong Kong 
firmly established its position as the region's pre-eminent trading and financial center 
and a gateway to the largest potential market, China. 
Source: Extracted from web page ofHong Kong Stock Exchange. 
At present, Hong Kong is the leading international financial center in the Asia 
Pacific region and also a key supplier of capital and expertise needed to sustain the 
rapid development in this part of the world. Over the past decades, Hong Kong 
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achieved outstanding economic growth, which can be demonstrated by statistics on the 
Gross Domestic Products. 
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Hong Kong experienced handsome economic growth in the past decades, however, 
we also experienced sever inflation problem since the 1980s. Such inflation problem, 
in combine with limited land resources, contributes to the rocketing property market. 
The property companies listed on the Stock Exchange demonstrate the prosperity of 
the industry. 
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Hong Kong Stock Market^^ 
Hong Kong stock market was started in 1891. It is one of the most established 
stock markets in the world, classified by the International Finance Corporation QFC) 
as a developed market. With market capitalization of US$348 billion, Hong Kong is 
the 8th largest territorial stock market in the world by market capitalization and the 
second largest in Asia. Overseas securities firms have been attracted to Hong Kong 
and the number of overseas members of the Stock Exchange has increased from 68 in 
1991 to 93 at the end of June 1996. The following graph illustrates the change of 
Hang Seng Index from 1966-1996. 
15 Stock Exchange of Hong Kong. 
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Obviously, property companies play an important role in the Hang Seng Index, 
which represent almost 30% of the total market capitalization. In fact, among the 20 
leading companies in market capitalization, property companies occupy 7 seats.^ ^ On 
p 
16 Please refer to Appendix 3 for details of the list of 20 leading companies in market 
capitalization and 20 most active stocks in the Stock Exchange of Hong Kong. 
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the other hand, thanks to the open door policy of China in the late 1970s, Hong Kong's 
stock market is directly linked to the bullish China economy which has been growing 
at a rate of 8-13% during the last decade. There is an increasing number of major 
Chinese corporations offering stocks in Hong Kong (the H-share Companies). Since 
1993, there have been 21 China-incorporated companies listed on the Stock Exchange 
and a total of HK$26 billion new capital was raised by these companies through the 
issuance of H shares. At the end of June 1996, a total of 1087 securities were listed in 
Hong Kong, including equities, warrants, debt securities, unit trusts and mutual funds. 
Hong Kong Debt Market 
The Hong Kong Monetary Authority (HKMA) has in recent years taken steps to 
promote the development of the Hong Kong debt market. These various measures 
include, for example, the introduction of the Exchange Fund Bills and Notes Program, 
the setting up of an efficient central clearing and custodian system for debt securities, 
and the promotion of secondary market liquidity. 
Exchange Fund Bills and Notes are Hong Kong dollar debt securities issued by the 
HKMA to provide a cost-effective instrument for conducting money market operations. 
The issue ofExchange Fund Bills and Notes has also facilitated the development of the 
local debt market by increasing the supply of high quality HK dollar paper and 
establishing a reliable benchmark yield curve for Hong Kong dollar debt. 
The activity of Hong Kong debt market was prolific in 1995. With the first 
issuance of seven-year Exchange Fund Notes, the local benchmark yield curve was 
extended further. There was also the successful launch of Hong Kong-dollar debt by 
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Chinese entities, which paved the way for an H-bond market. The proposed 
mortgage corporation, ifestablished, will also offer fund managers more choice in debt 
investments. 
Return on investment in the local Hong Kong-dollar debt market, as measured by 
the newly launched HSBC Markets Hong Kong Bond Index, was attractive in 1995. 
Although the territory's debt market is far from mature compared with its active stock 
market, the investment potential of the local debt market should not be overlooked. 
With the forthcoming Mandatory Provident Fund schemes that will amass some 
HK$30-40 billion every year, there is a need for mature local debt market. The 
region's infrastructure financing needs, the emerging H-bond market and the proposed 
mortgage corporation will all play a part in the market's future development. 
Although it may take several years before the local debt market matures, its prospects 
are better than at any previous time. 
Table 4.1. Statistics on Private and Public Sector Financing，1990-1995^^ 
HK$ Equity Syndicated Commercial Exchange FundPrivate sector 
billion market loans bank lending Bills and Notes debt issues 
T ^ T ^ 440 6^3 T^ T^l 
1991 37.1 50.5 61.9 30.2 11.5 
1992 101.2 36.7 52.7 41.9 17.3 
1993 76.4 92.2 107.5 66.5 29.0 
1994 42.2 89.3 148.2 105.1 65.7 
199 5 37.8 112.6 ^ 134.8 60.9 
For investors participating in the Hong Kong debt market, one obstacle has been 
the absence of a reliable benchmark to measure market performance. With the 
number of investment funds increasing, there was a need for a measure that could 
” Economic Report, ApriVMay 1996，Hong Kong and Shanghai Banking Corporation. 
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reflect the market return and allow fund managers to evaluate the performance of their 
portfolios, as well as overall market potential. Earlier 1996，HSBC Markets launched 
a Hong Kong Bond Index to help meet this need. The index tracks the total return of 
investing in the local Hong Kong-dollar debt market. Index constituents must be 
top-quality debt papers with a maturity of longer than one year. 
Index values dating back to 1995 show that an attractive return on debt investment 
has been achieved. With a positive return of 16.2% during 1995，the level was 
comparable to investments in other financial markets. For instance, while the local 
stock market performed impressively in 1995, with a return of around 23% based on 
the Hang Seng Index, the risk was much higher than for debt market investments. 
Notably, the debt market in Hong Kong is less mature than the stock market. While 
the local debt market is currently limited largely to institutional investors, its further 
development may open up an investment channel for individual investors through the 
availability of various investment funds. 
Hong Kong Property Market 
Hong Kong has grown one of the world's most active real estate markets, with an 
average of 777 daily transactions in property in 1995, compared with 430 in Tokyo and 
235 in Singapore. The real estate services industry including development and 
leasing services, maintenance and management, as well as brokerage and agency 
services accounted for about 11.9% of Hong Kong's GDP in 1994 and provided 
72,000 jobs locally in 1995. Besides, it is an essential element of Hong Kong's 
-Page 32 -
overall service industry and has made significant contribution to the remarkable 
economic performance of the past few decades. Because of limited land resources, 
population increase and improving economic activity, the property market has 
experienced steady increase since the 1980s. Many think that investment in property 
is a good choice due to outstanding past performance. 
Nowadays, property is not only the major part of Hong Kong economy，but also 
the major portion of the wealth of general public. In 1995, there were 1.6 million 
registered property owners. Generally speaking, property market has high correlation 
with Hong Kong economy. For instance, among the Hang Seng Index constituent 
stocks, property stocks account for the largest portion of the portfolio, i.e. about 30% 
of the total market capitalization. Therefore, it has large impact on Hong Kong 
economy ifthere are sharp increases or drops of the property market. 
Thanks to the anti-speculation measures by Hong Kong Government in 1994, the 
rocketing property prices were cooled down and the volume of sale transactions for all 
kinds of property dropped drastically. However, the unemployment rate reached 
about 3.6% in the third quarter of 1995 and the purchasing power of the public also 
dropped dramatically. Besides, Hang Seng Index dropped from the peak, over 
12,500, to 7,000. This accounted for more than 40% loss of market capitalization of 
the Hang Seng Index constituent stocks. Reacting to the sluggish property market, 
most of the developers slowed down their development projects. Hence, the supply 
of all kinds of property dropped from 1994 to 1996. 
The Hang Seng Index has reached a new peak, 13,994, in January of 1997, 
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indicating the return of investor's confidence which instantly spread over to the 
property market. Besides, the possibility of a sharp rise of the interest rate is quite 
low which attracts the investors to invest in the property market. On the other hand, 
as 1997 draws near, some uncertain factors have been cleared or adapted. 
Increased housing demand, underpinned by fast population growth and coupled 
with a projected reduction in the supply of private residential units in 1995 and 1996, 
should lead to a sharp rise ofthe price in 1996. Residential property price increased 
remarkably in recent months. In October 1996, flat prices in residential 
developments rose by 5% over June, and were 25% above the low in October 1995. 
Nevertheless, there were still 8% below the peak level in April 1994. Amidst the 
buoyant market conditions, the prices for some luxurious flats have already exceeded 
their previous peak in 1994. Besides，most banks now offer a discount of 1 to 1.25% 
below the standard rate to the home buyers. Furthermore, the stamp duty for the flats 
below HK$4,000,000 has been reduced since April 1, 1997. Consequently, the price 
rose dramatically in the first quarter of 1997. 
Price and Rental Index for the Industrial Premises 
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In order to convince investors to invest their money on REIT, we have to give 
them adequate reasons for the investment. This section then analyzes the risks and 
returns associate with the investment in the equity market and our hypothesized REIT 
portfolio. For instance, Hong Kong stock market, i.e. the constituent stocks in the 
Stock Exchange of Hong Kong, and the real estate market is carefully studied as to 
generate useful figures for comparison. 
Hong Kong Stock Market 
In order to decide on whether to establish a REIT in Hong Kong, some 
benchmarks for sake of comparison are needed. Indeed, we have taken the Hang 
Seng Index (H.S.I.), Hang Seng Properties Index (P.I.), and individual REIT-like 
property companies such as Great Eagle Holdings and Hysan Development Limited as 
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the benchmarks. In order to generate a consistent set of data, we have the following 
assumptions: 
i. investment would only be made on individual stocks or indices; 
ii. all investment are made at the beginning of 1991，where no additional investment 
would be made in the subsequent years; 
iii. exit option is restricted to the sales of all assets/equities hold; 
iv. incomes are come from 2 parts; dividend and capital appreciation. In the case 
of capital appreciation，no income would be generated unless we sell the assets. 
The following table illustrates the dividend yields and capital appreciation of 
respective investment. 
Table 5.1. Dividend Yields and Capital Appreciation 
1991 1992 1993 1994 1995 
H.S.I. Dividend Yield 93% ^ ^ ~ ~ 1 1 . 9 % 13.1% 
Capital Appreciation 130.6% 170.0% 366.5% 252.6% 310.6% 
P.I. Dividend Yield 10.4% 11.7% 11.1% 15.3% 14.1% 
Capital Appreciation 132.2% 158.8% 421.3% 256.2% 332.9% 
Great 
Eagle Dividend Yield 4.3% 4.4% 5.1% 6.0% 6.9% 
Capital Appreciation 119.6% 148.8% 343.9% 151.2% 195.1% 
Hysan Dividend Yield 8.5% 10.2% 12.2% 15.3% 16.1% 
Capital Appreciation 139.9% 210.2% 521.2% 260.2% 346.6% 
Note: The yields and capital appreciation are calculated on basis of 1991 market 
value. We assume all investment has been made at the beginning of 1991 and no 
further capital investment has been made. 
Base on the dividend yields and capital appreciation, the internal rate of returns 
(IRRs) on holding of each investment for 1 to 5 years were calculated. The following 
illustrates the internal rate of returns. 
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Table 5.2. Internal Rate of Returns 
Holding Great 
Period H.S.L P.L Eagle Hysan 
T ^ r 41.9%~~44.7%“24.3%~50.2% 
2 years 40.4% 37.6% 26.0% 55.0% 
3 years 62.6% 71.2% 54.9% 81.7% 
4 years 34.6% 36.6% 15.4% 36.2% 
5 years 33.5% 36.6% 18.7% 37.0% 
Note: Details refer to Appendix 1. 
Base on the JRRs, it is not difficult to observe that investment in Hysan 
Development Limited is superior than the others. The second best investment is 
investing in the Property Index. However, another REIT-like company, Great Eagle 
Holdings Limited, performed poorer than the market. On this ground, we cannot 
conclude REIT is workable in Hong Kong. However, it is no surprise to conclude 
Hysan Development is better managed than the Great Eagle Holdings. 
One major drawback of ERRs is that it does not tell us the risks associate with 
individual investment. In order to tackle the drawback of JKKs, we turn to look at the 
‘risk，，simply financial risk, of investing in respective indices and stocks. Then, we 
calculated the average quarterly return and standard deviation of each investment. 
We use quarterly return as comparison means because we only have quarterly data on 
the property market. Summary of our findings is illustrated below: 
Table 5.3. Average Quarterly Returns and Standard Deviations 
H.S.I. P.I. Great Eagle Hysan 
Quarterly Returns 6.14% 6.95% 4.62% 7.26% 
Standard Deviations 11.22% 15.76% 18.71% 16.33% 
Note: Details refer to Appendix 1. 
General rule of risk and return holds in our study, except for the case of Great 
Eagle Holdings Limited. In fact, Great Eagle Holdings gives the lowest return but the 
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highest standard deviation, thus, it is the worst investment choice among the other 
three. For the remaining three, the Property Index gives the highest return and, 
meanwhile, accompanied the highest standard deviation. The second best return is 
investment in Hysan Development Limited. It seems that some REIT-like company, 
e.g. Hysan, may beat the Hang Seng Index, just like the case in the US, as indicated in 
Section 3.4. However, we should note that; 
i. there is chance that a REIT-like company may be unsuccessful, i.e. Great Eagle; 
ii. even though Hysan sounds to be good, we shall notice that it does generate 
extraordinary income which is not common to ordinary REIT. The extraordinary 
income comes from the redevelopment of previous Hysan held premises in 
Causeway Bay.^ ^ More specifically, when Hysan sells the premises to third party 
for redevelopment, that party has to share part of the profit with Hysan. 
Besides risk and return, we also interest in the correlation between the indices and 
stock. Simply, we like to know whether we can achieve risk diversification through 
portfolio investment. The correlation coefficients are then calculated as follows: 
Table 5.4. Correlation Coefficients 
H.S.I. P.L Great Eagle Hysan 
K ^ LOO 0 ^ 0 ^ ^ ~ ~ ~ 
P.L 1.00 0.94 0.90 
GreatEagle 1.00 0.92 
Hysan 1.00 
Note: Details refer to Appendix 1. 
18 Hysan Development Ltd. is the largest property owner in Causeway Bay. It has special agreement 
with Hong Kong Government that it has special right to its properties in Causeway. The right 
refers to its control，i.e. consensus and approval, of redevelopment of its previous held premises. 
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Unfortunately, the indices and stocks are highly correlated and diversification is 
not easy to achieve. In other words, the property market is highly tied with the 
general economic environment. 
Simulation ofREIT in Hong Kong 
After an overview ofthe property market in Hong Kong in section 3, we like build 
a hypothesized Equity REIT in Hong Kong, which is similar to that in the U.S.. In 
the section, the internal rate ofreturns would be calculated and then compare to that of 
other investment vehicles mentioned in the previous section. The rental and price 
indices of different types and classes of premises are extracted from the Hong Kong 
Property Review 1996. For instance, our REIT portfolio includes residential, office, 
retail and industrial properties. Although Industrial/ Office was introduced in 1994, it 
was not included in our portfolio because of its immaturity in the market.^^ 
In Hong Kong, residential property is the most active form of property market 
among other types of property. For instance, second most active is the office 
property, third is the retail property and the least is the industrial property. Before 
allocating weights to respective type of property, we first study the correlation among 
different type of premises to see whether we can achieve diversification. The 
correlation coefficients are illustrated in the following table. 
19 For residential premises, there are 5 classes of premises categorized by the usable flat area. Class 
A stands for the smallest type, i.e. under 40.4 sq. m，while Class E stands for the largest type, i.e. 
over 160.0 sq. m.. For office premises, there are 3 major classes which categorized by the 
location of the premises; grade A refers to the best type while grade C refers to the inferior type. 
In fact, we only consider grade A and B in our study because grade C is relatively illiquid. 
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Table 5.5. Correlation Coefficients Among Different Types of Premises 
Residential Office Retail Factory 
A B C D & E Grade A Grade B 
Residential 
A 1.000 0.954 0.935 0.862 0.564 0.577 0.505 0.744 
B 1.000 0.945 0.885 0.626 0.597 0.531 0.734 
C 1.000 0.947 0.706 0.694 0.505 0.810 
D & E 1.000 0.800 0.755 0.604 0.681 
Office 
A 1.000 0.910 0.587 0.681 
B 1.000 0.469 0.678 
Retail 1 000 0.583 
Factory l . � � � 
Notes: Details refer to Appendix 2. 
From the above table, we come up with the following observations; 
i. The correlation within different classes of premises is high; 
ii. The correlation between residential premises, office and retail is relatively low; 
iii. The correlation between retail and office is relatively low. 
iv. Factory premises seem to have median correlation with other type of premises. 
All in all, though the correlation coefficients between types of premises is quite 
high, i.e. over than 0.5. We still can achieve certain level of diversification through 
holding of different types of premises. By trying different weights allocating to our 
REIT portfolio, we find the following mix gives the highest return. The weights of 
respective types of premises are illustrated in the following table: 
Table 5.6. Portfolio Weightings 
Types of Property Class of Property Weights 
Residential A W o 
B 10% 
C 10% 
D & E 10% 






Now we assume that we have bought different types and classes of premises in 
different districts over Hong Kong at the beginning of 1991. The rental yields and 
price indices in 1991-1995 are extracted from the Hong Kong Property Review 1996. 
Since 95% ofthe rental income was delivered to the shareholders in REIT, we assume 
100% of the net rental income from the above portfolio would be delivered to the 
shareholders. The net rental yield is calculated by the following equation: 
Net rental yield = rental yield x (1 _ management fee) x (1 - property tax) 
-management fee) x (1 - property tax) x (1 - vacancy rate), 
where the property tax is 15% and the management fee is assumed to be 5%. 
From the above calculation, the net rental yields for different types and classes of 
the property are calculated as follows: 
Table 5.7. Rental Yields 
Residential Office Factory Retail 
A B C D & E GradeAGradeB 
T^51 ~ ~ r s % ~ ~ ^ ~ ~ s W o ~ ~ J W o ~ ~ ^ ~ ~ " ^ ~ ~ ^ " " " 5 . 6 % 
1992 5.9% 5.8% 6.4% 6.7% 6.0% 6.4% 8.5% 6.7% 
1993 6.2% 6.1% 6.9% 7.7% 6.9% 7.3% 9.4% 7.3% 
1994 7.0% 7.2% 8.4% 10.2% 8.4% 8.4% 9.7% 8.4% 
1995 7.30/0 7.40/0 8.6% 10.4% 8.40/0 8.2% 9.4% 8.4% 
Note: The rental yields are calculated on the basis of 1991 invested capital. 
Besides, the capital appreciation of the different types and classes ofthe property 
are calculated as follows: 
Table 5.8. Capital Appreciation 
Domestic Office 
A B C D & E Grade A Grade B Factory Retail 
J W i 100% 100% 1 0 0 % ~ ~ 1 ^ 100% 1 0 0 % ~ ~ 1 0 0 % ~ ~ 1 0 0 % 
1992 137% 141% 147% 152% 138% 138% 129% 140% 
1993 146% 157% 167% 185% 170% 164% 155% 171% 
1994 172% 197% 219% 260% 246% 232% 166% 199% 
1995 165% 182% 196% 235% 207% 196% 152% 192% 
1996 V' 165% 186% 195% 236% 202% 183% 131% 197% 
quarter 
Note: The rental yields are calculated on the basis of 1991 invested capital. 
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Applying the weighted average to respective types of properties, we come up with 
our hypothesized REIT portfolio. Then, we calculate the rental yields and capital 
appreciation o f the REIT portfolio from 1991 to 1995. The details are illustrated in 
the following table: 
Table 5.9. Rental Yields and Capital Appreciation of REIT Portfolio 
1991 1992 1993 1994 1995 
Initial Investment -100.0% 
Rental Yields 5.9% 6.5% 7.2% 8.4% 8.5% 
Yr. End Values 140.1% 165.4% 212.9% 191.6% 188.3% 
Note: Rental yields and year end values are calculated on 1991 market price basis. 
As the rentals would be collected throughout the entire year, in order to simplify 
our calculations, the net present value of the annual rental income is assumed to be 
collected in the middle of the year instead of at the year end. From all the above 
assumptions, the internal rate of return is calculated and illustrated in the following 
table: 
Table 5.10. Internal Rate of Returns 
No. of years ofholding the portfolio 1 2 3 4 5 
Internal rate ofreturn 47.3% 35.0% 34.6% 23.8% 19.7% 
Note: Please refer to Appendix 2 for details of the calculations. 
Again, simply looking at the ERRs does not gives us adequate information on the 
attractiveness of the investment, because the 'risk', or financial risk, is not taken into 
account. Then，we calculate the quarterly return and the standard deviation for the 
sake of comparison with investment in the stock market. For instance, the quarterly 




Having some understanding on the stock market and property market. We 
would compare our hypothesized REIT with the investment in the equity market. For 
instance, the KRs，the average quarterly returns, and the standard deviations would be 
taken into account. 
Internal Rate ofReturns 
The ERRs give us a brief picture on the attractiveness of each investment. 
Table 6.1. Internal Rate of Returns 
Holding Great 
Period H.S.L P.L Eagle Hysan REIT 
T ^ 41.9% 44.7% 24.3%~"50.2% 47.3% 
2years 40.4% 37.6% 26.0% 55.0% 35.0% 
3 years 62.6% 71.2% 54.9% 81.7% 34.6% 
4years 34.6% 36.6% 15.4% 36.2% 23.8% 
5years 33.5% 36.6% 18.7% 37.0% 19.7% 
Considering the KRs, REIT is not that attractive in longer holding period. This 
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is so because Hong Kong property market is highly fluctuated in the past five years. 
For instance，the property market reached the peak in 1994 and experienced downturns 
between 1994 and 1996. The price dropped drastically in this period. Hysan 
Development, on the other hand, performed outstandingly among the others. 
However, outstanding performance may due to its extraordinary income, as mentioned 
in section 5.1. Indeed, another implication from the above data is that the stock 
market was running of the property market. In other words, the Hang Seng Index 
reached its historical peak in January 1997 while the property is not yet picking up the 
1994,s peak. 
Risks and Returns 
As indicated in chapter 5, IRRs can hardly tell us the ‘risk, associate with their 
respective investment. We then go one step further to study the risks and returns of 
different investments. 
Table 6.2. Risks and Returns 
H.S.I. P.I. Great Eagle Hysan REIT_ 
Quarterly Returns 6^4% 6.95% 4.62% 7.26% 4.10% 
Standard Deviations 11.22% 15.76% 18.71% 16.33% 6.13% 
Taken the above figures into consideration, REIT seems less preferable because of 
its relatively low retum, though it is accompanied with much lower standard deviation. 
Moreover, an average quarterly return of 4.10% is also not that attractive as compared 
with the 91-day Exchange Fund Bills and Notes, i.e. yield of 5.00% and standard 
deviation of 0.26%.^° To conclude, REIT is not that workable in Hong Kong. 
20 This is the 1996 average, extracted from the Monthly Statistical Bulletin. 
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Limitations of Our Studies 
No research project is perfect, we are no exception to that. The major limitations 
of our studies are summarized as below; 
i. The time span of our data set. Since we only have data of the property market 
from 1991 onwards, it limits our time span of comparison. If we can extracted 
longer historical data set, the accuracy and representativeness may be enhanced. 
ii. The geographical limitation of Hong Kong. Hong Kong is only a tiny island as 
compared with the United States. It is therefore difficult for such small country 
to achieve geographical diversification. We can only try to diversify through 
acquisition of different types of premises. That makes the REIT concept less 
attractive. 
Conclusions 
Although REIT is not that workable in Hong Kong. It does not mean that it is 
not a good investment vehicle. In contrast, experience from the United States shall be 
valued and carefully learned. Again, no one would challenge Hong Kong as the one 
of the financial centers in the world. Capital is still expected to influx from the 
mainland China and other countries. Moreover, the Mandatory Provident Fund ruled 
by Hong Kong Government is also expected to bring large amount of capital into the 
fmance market. 
One possible application of the REIT concept we can think of is to apply to 
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broader boundaries, like the US. Hence, we can think of applying the concept in the 
Asia Pacific region. For example, set up REITs across well developed Asian 
countries like Singapore, Taiwan, Korea, and Hong Kong. Therefore, we strongly 
encourage further studies on such kind of investment. 
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APPENDIX 1 
Hang Seng Properties Great Hysan 
Date Index Index Eagle Development 
31/1/91 3 ^ 5 ^ ^ 1-18 
28/2/91 3,552 5,736 2.35 1.31 
28/3/91 3,746 6,294 2.35 1.40 
30/4/91 3,588 6,040 2.08 1.34 
31/5/91 3,707 6,171 2.13 6.60 
28/6/91 3,669 6,122 2.05 6.45 
31厂/91 4,010 7,098 2.53 7.90 
30/8/91 3,998 7,032 2.30 8.05 
30/9/91 4,024 7,100 2.23 8.05 
31/10/91 4,039 7,003 2.30 7.95 
29/11/91 4,150 6,867 2.43 8.15 
27/12/91 4.236 6.980 2 ^ 8.25 
31/1/92 4,602 7,922 2.78 8.80 
28/2/92 4,927 8,394 2.78 9.25 
31/3/92 4,938 8,230 2.90 9.45 
30/4/92 5,370 9,073 3.08 10.30 
29/5/92 6,080 10,440 3.95 13.80 
30/6/92 6,104 10,718 4.00 14.40 
31斤/92 5,881 9,775 3.55 12.90 
28/8/92 5,629 9,194 3.63 11.70 
30/9/92 5,505 9,056 3.68 13.40 
30/10/92 6,191 10,175 3.80 15.40 
30/11/92 5,811 9,226 3.63 14.20 
31/12/92 5,512 8.385 3 ^ 12.40 
29/1/93 5,751 8,571 3.18 13.00 
26/2/93 6,352 10,023 3.45 15.40 
31/3/93 6,389 9,924 3.35 14.50 
30/4/93 6,831 10,663 3.55 14.50 
31/5/93 7,372 11,912 4.03 16.70 
30/6/93 7,099 11,177 3.78 16.20 
30 " /93 6,989 10,887 3.60 15.90 
31/8/93 7,550 11,446 3.60 16.20 
30/9/93 7,676 12,059 3.58 18.10 
29/10/93 9,329 15,501 4.98 22.40 
30/11/93 9,125 15,488 5.20 20.60 
31/12/93 11,888 22,239 ^ 30.75 
31/1/94 11,487 21,220 7.00 28.00 
28/2/94 10,410 19,013 5.85 25.30 
31/3/94 9,030 16,912 4.88 24.70 
29/4/94 8,966 15,406 4.55 22.60 
31/5/94 9,554 16,517 5.30 23.40 
30/6/94 8,758 14,326 4.25 20.45 
29 " /94 9,483 16,018 4.72 22.15 
31/8/94 9,929 17,076 4.64 21.95 
30/9/94 9,521 16,974 4.48 21.60 
31/10/94 9,646 17,219 4.25 20.00 
30/11/94 8,466 14,475 3.68 17.75 
30/12/94 8,191 13,523 3_20 15.35 
30/1/95 r ^ V 2 ^ ^ 13.80 
28/2/95 8,328 14,470 3.15 15.55 
31/3/95 8,588 14,533 15.70 17.20 
28/4/95 8,361 13,716 13.90 16.50 
31/5/95 9,407 15,622 17.05 18.40 
30/6/95 9,207 15,689 16.50 17.70 
31" /95 9,453 16,183 18.50 18.85 
31/8/95 9,180 15,504 16.00 16.20 
29/9/95 9,646 16,891 19.10 18.55 
31/10/95 9,782 16,991 20.70 19.90 
30/11/95 9,813 17,191 20.65 20.00 
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